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Township or city. 
Limited company. 
Refers to Dewan Bandaraya -- the 
administrative body for the city of 
Kuala Lumpur. 
A housing unit built with bare minimum 
having potential for future enlargement 
and improvement if 50 desired by the owner. 
A group of persons consisting of two or 
more related members of a family who occupy 
a dwelling unit. 
Road. 
Village. 
One storey terrace, wooden structure with 
unit partition for each household, built as 
temporary shelters. 
Houses costing below M $ 2 5 , O O O  per unit. 
Household earning a monthly income of 
M $ 7 5 0 . 0 0 or less. 












Urban isat ion 
A comb inat ion of hous ing serv ices wh ich 
falls short of the f in ished products. It 
includes a w ide range of poss ible opt ions 
such as prov is ion of unserv iced or serv iced 
s ite , upgrad ing of infrastructure in 
ex ist ing hous ing un its or prov is ion of 
bare framework or more complete var iet ies 
of core-hous ing. 
Houses bu ilt us ing own labour or fam il ies 
work ing together in groups. 
Prov is ion of new serv iced s ites in small 
plots whereby ind iv idual households may 
bu ild the ir own dwell ings. 
The Federal Terr itory of Kuala Lumpur. 
Gazetted areas each w ith a populat ion of 
10 , 000 persons and more at the t ime of 1980 
Hous ing and Populat ion Census. 
The state of be ing or the process of mak ing 
or becom ing urban. 
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AFFORDABILITY LEVEL AND DETERMINANTS OF LOW -CO ST 
HOME OWNER SHIP IN THE FEDERAL TERRITORY OF 
KUALA LUMPUR 
by 
CHEW GEOK LUAN 
May , 1989 
Supervisor Assoc. Prof. Mohammed bin Yusof , Ph. D. 
Faculty Economics and Management 
The provision of housing for low-income population 
has been a key issue in Malaysia. With the rapid rate 
of urbanisation in recent years , housing problems 
especially for the urban poor have become even more 
acute. To understand some underlying factors , the 
present work is an attempt to study the determinants 
which affect home ownership rate by low-income 
households and the affordability level of such 
households in the Federal Territory of Kuala Lumpur. 
Ordinary least squares and logit analysis are 
employed in the analysis of home ownership while the 
x i  
functional form of a � Cj / Yi is used in evaluating 
affordablilty where 'a' is the proportion a household 
is willing to spend on housing; Cj is the housing cost 
associated with a given level of housing service , j; 
and Yi is the monthly income of a household at the i
th 
percentile income distribution. 
Home ownership rate of the Federal Territory's 
low-income households is largely explained by income 
and the household head being Chinese. There is no 
difference between male and female-headed households 
towards home ownership; so is between public and 
private sector employees. Household size also does not 
exert much impact. 
On affordability issues , the low-income households 
of the Federal Territory on the average are able to 
spend about 18 percent of their income on housing cost. 
The present bank ruling of having one-third of one's 
monthly income as monthly housing installment has in 
fact induced many poor households to spend beyond their 
means. The market price of a low-cost house at M$ 2 5 , O O O  
is still unaffordable to a majority of the poor 
households. For a housing programme to be successful , 
the project design should be one that reflects the true 
willingness to pay by house seekers. 
xii 
AB STRAK 
Abstrak tes is yang d ikemukakan kepada senat 
Un ivers it i Pertan ian Malays ia sebagai memenuh i sebahag ian 
dar i keperluan untuk Tjazah Master Sains. 
TAHAP KEMAMPUAN DAN FAKTOR-FAKTOR PENENTU DALAM 
PEM1L1KAN RUMAH KOS RENDAH D1 W1LAYAH PERSEKUTUAN 
KUALA LUMPUR 
oleh 
CHEW GEOK LUAN 
May 1989 
Ketua Penyel ia Profesor Madya Mohammed b in Yusof, Ph. D .  
Fakult i Ekonom i dan Pengurusan 
Penyed iaan tempat ked iaman bag i penduduk yang 
berpendapatan rendah merupakan suatu isu utama d i  
Malaysia. Dengan kadar urban isas i yang beg itu pesat sejak 
beberapa tahun kebelakangan in i ,  masalah perumahan d i  
kalangan penduduk bandar yang m isk in telah menjad i semak in 
merunc ing. Untuk memaham i beberapa faktor yang berka itan 
dengan masalah in i, kaj ian in i d ilakukan untuk mengkaj i 
beberapa faktor penentu yang mempengaruh i kadar pem il ikan 
rumah serta tahap kemampuan bag i is irumah yang 
berpendapatan rendah d i  W ilayah Persekutuan Kuala Lumpur. 
x i i i  
Analisis Logit dan ganda dua terkecil digunakan 
dalam analisis pemilikan rumah , sementata satu bentuk 
fungsi a � Cj / Yi digunakan dalam analisis tahap 
kemampuan di mana 'a' ialah sebahagian pendapatan yang 
sesuatu isirumah mampu membelanja untuk perumahan; Cj 
ialah kos perumahan berkaitan dengan sesuatu tahap 
perkhidmatan perumahan , j; dan Yi ialah pendapatan bulanan 
sesuatu isirumah pada persentil ke i taburan pendapatan. 
Kadar pemilikan rumah bagi islrumah di Wilayah 
Persekutuan Kuala Lumpur didapati berkaitan dengan 
pendapatan dan bangsa sesuatu ketua isirumah. Tiada 
perbezaan didapati terhadap pernilikan rurnah sarna ada ketua 
isirumah itu lelaki atau wanita; begitu juga antara 
kakitangan kerajaan dan sektor swasta. Saiz isirumah juga 




dilihat daripada sudut kemampuan, secara 
isirumah berpendapatan rendah di Wilayah 
berupaya membelanja setakat 18 peratus dari 
pendapatan mereka untuk membeli rumah. Mengikut peraturan 
bank-bank sekarang yang menetapkan satu pertiga pendapatan 
seseorang peminjam sebagai bayaran ansuran bulanan telah 
mengakibatkan banyak isirumah miskin berbelanja lebih 
daripada kemampuan mereka. Walaupun harga pasaran rumah 
kos rendah dihadkan kepada M$ 2 5,OOO, namun harga ini 
masih lagi tidak mampu dibeli oleh kebanyakan isirumah 
x i v  
miskin. Untuk menjamin kejayaan sesuatu program perumahan, 
projek -projek perumahan seharusnya mengenakan kadar 




H o u s i ng :  An Ove r v i e w 
Ur b a n i sa t i on i s  a w o r l dw i de p h e n o me n o n  e s pec i a l l y 
dur i ng t h e  t we nt i e t h  c e nt u r y .  Be t w e e n  t he p e r i od o f  1 9 2 0 
t o  1 9 7 0 ,  t h e  p r o po r t i o n o f  t h e  w o r l d  p o pu l a t i on l i v i n g  i n  
u r ba n  c e nt r e s  i nc r e a s e d f r om 1 9  t o  3 7  pe r ce n t  ( Wo r l d 
Deve l opm e n t  R e po r t , 1 9 7 9 ) .  By t h e  ye a r  2 0 0 0, i t  i s  
e xp e c t e d  t h a t  m o r e  t h a n  ha l f  o f  t he w o r l d ' s  p o pu l a t i o n i s  
l i k e l y t o  l i ve i n  c i t i e s  ( Ta b l e  1 ) . The r a p i d  i nc r e a s e  i n  
ur ban p o pu l a t i o n c a u s e s  g r e a t  s t r e s s  o n  the e x i s t i ng s t o c k  
o f  s h e l t e r  a nd o n  t h e  s e r v i c e  i n f r a s t r uc t ur e , i nc l ud i ng 
t r a n s p o r t a t i o n ,  educa t i on a nd pub l i c  s e r v i ce s . M o r e  t h a n  
ha l f  o f  t h e  p o pu l a t i o n i n  m a n y  c i t i e s  o f  de ve l o p i ng 
c o u n t r i e s  l i ve i n  s l ums a nd s q ua t t e r  s e t t l e me n t s , w h i l e 
be twe e n  o ne - f o u r t h  t o  o ne - t h i r d o f  t h e s e  u r ba n  dwe l l e r s  
do n o t  e v e n  
Deve l o pme n t  
c on c e n t r a t i o n ,  
have a c c e s s  t o  safe 
R e p o r t ,  1 9 7 9 . )  The 
t h e  a f f o r da b i l i ty 
wa t e r  s u p p l y  ( Wo r l d  
h i g h  p o pu l a t i o n 
f a c t o r , a nd t h e  
v i s i b i l i t y o f  de f i c i e n c i e s  i n  u r ba n  h o u s i ng have made i t  
o n e  o f  t h e  m o s t  urge n t  pro b l e ms f a c i ng deve l o p i ng 




Urban Population Growth (1950, 1975, 2000) 
======================================================== 
Urban Population as Percentage 
of Total Population 
1950 1975 2000 
Developing countries 20. 6 31. 1 45. 8 
Industrialized countries 6 2. 4 7 4. 4 83. 6 
Capital Surplus Oil Exporters 16. 9 55. 5 77. 9 
Centrally Planned Economies 20. 7 3 4. 4 49. 2 
World 29. 0 39. 3 5 1. 5 
=.======================================================= 
Source: World Development Report 1979 
3 
centres such as Bombay , Calcutta and Lagos are well 
documented and understood. What is not always appreciated 
is the pace at which urbanisation is growing and likely to 
grow. 
In Malaysia , it is not uncommon to see the poor , both 
rural and urban , living in deteriorating and deplorable 
dwellings. The phenomenal upward trend of Malaysian 
property prices during the past decade has made house 
ownership even more unattainable. Figure 1 demonstrates 
clearly such a trend in property prices. The problem is 
particulaly acute in urban centres where heavy demand has 
caused house prices to spiral. The above situation is 
expected to worsen since by the year 1990 , an estimated 4 2  
percent of the total population of Malaysia are likely to 
live in urban areas (Third Malaysian Plan , 1976-80). 
The Government, in its efforts to provide access for 
housing , has launched a major construction programme under 
the Fourth Malaysian Plan (1981-198 5). Emphasis is being 
placed on the construction of low-cost housing for 
households whose income is less than M$750.00 
(U. S. $ 300) per month. Low-cost houses are priced not more 
than M$ 2 5 , OOO per unit. Under the Fourth Malaysian Plan 
(FMP) , the public and private sectors are expected to 
build 376 , 500 low-cost units. This represents 40 percent 
of the FMP target of 9 2 3 , 300 housing units (Table 2). 
Price/Unit 
$ (in thousand) 
300 J o 0 0 Single Storey Terrace (8angsar Area) 
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Housing Programmes : Public and Private Sector (1971-1990) 
Second to Fifth Malaysian Plan (Units) 
======================================================== 
P ub l i c  S e c t o r  
Public L o w - c o s t  H o us i ng 
S cheme 
Fede r a l  A g e n c i e s  a nd 
Re g i ona l Deve l o pme nt 
Aut h o r i t i e s  H o u s i ng 
P r og r a mmes 
Federal I ns t i t u t i o na l 
Qua r t e r s  
Medium a nd H i g h - Co s t  
H o u s e s  
ot h e r  H o u s i ng Pr o g r amme s 
P r i va t e  S e c t o r  
P r i va t e  Deve l o pe r ' s  
L o w - Co s t  H o u s i ng 
P r i vate Deve l op e r ' s  
Med i um a nd H i g h - C o s t  
H o u s i ng 
C o o perat i ve S oc i et i es 
S e c o nd Th i r d  Fo u r t h  F i f t h 
1 3 , 2 4 4  6 2 , 200 176 , 500 45 , 800 
41 , 96 5  60 , 000 110 , 010 57 , 500 
2 4 , 2 40 41 , 300 58 , 500 27 , 000 
6 , 6 27 57 , 300 5 3 , 560 
18 , 700a 
- - - - - - -- - - - - -- -- - - - -- - - - -
86 , 076 2 20 , 800 398 , 570 1 49 , 000 
- - - - - - - - - --- -- - - - - -- -- - - -
6 4 , 86 2  100 , 000 90 , 000 370 , 400b 
3 , 58 2  1 2 , 000 259 , 470 169 , 600b 
2 5 , 260 1 2 , 500 
I nd i v i d ua l s  a nd G r o u p s  10 5 , 287 1 50 , 000 1 50 , 000 
S ub - T o t a l 17 3 , 7 31 26 2 , 000 5 2 4 , 7 30 55 2 , 500 
TOTAL 2 59 , 807 482 , 800 9 2 3 , 300 701 , 500 
======================================================== 
S ou r c e : S e c o nd , Th i r d ,  F o u r t h  a nd F i f t h  Ma l a ys i a  P l a n s  
a 
b 
I nc l u s i ve o f  l ow-c os t ,  med i um a nd h i gh - c o s t  
h omes 
I nc l us i ve of  h o u s i ng d e ve l ope r s , i nd i v i d ua l s  
a nd g r o u p s  
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The p r o p o s e d  3 7 6 , 5 0 0  u n i t s i nc l ude t h e  c omb i ned 
c o n s truc t i on by the p u b l i c  s e c t o r  ( i n c l ud i ng Fede r a l  
Age n c i e s  a nd Re g i ona l Deve l o pme nt Au t h or i t i e s ) a s  we l l  a s  
the pr i va t e  s e c t o r . Unde r t h e  F i f t h  Ma l ays i a  P l a n  (1 9 8 6 -
1 9 9 0 ) t h e  p ub l i c  s e cto r has howe v e r  ta k e n  a s Ub s t a n t i a l  
r e duc t i on i n  i t s l ow-c o s t  h o u s i ng pr o g r a mme s . The p u b l i c  
s e c t o r  i s  t o  bu i l d 1 2 0 , 9 0 0  u n i t s wh i l e t h e  pr i va t e  s e c t o r  
i s  e x p e c t e d  t o  c o n t r i bute 3 7 4 , 1 0 0  u n i t s  br i ng i ng t o  a 
t o ta l o f  4 9 5, 0 0 un i t s o f  l ow-c o s t  h o u s e s  ( Ta b l e  2 ) . I n  
t e r ms o f  t o t a l l ow - c o s t  h o u s i ng u n i t s t o  be b u i l t ,  t h e  
F i f t h  Ma l ays i a  P l a n  h ow e v e r  s h owed a n  i nc r e a s e  o f  3 1 . 5  
pe r ce n t . 
In Jun e  1 986 , t he gover nme n t  has announced t h e  
l a u n c h i ng o f  t h e  S pe c i a l  L o w - C o s t  H o u s i n g  P r og r a mme wh i c h  
a i med a t  b u i l d i ng 8 0 , 0 0 0  u n i t s  o f  l ow - c o s t  h o u s i ng p e r  
ye a r  ove r a t h r e e -yea r  p e r i od ;  t h a t  i s ,  dur i ng t h e  p e r i od 
1 9 8 6 - 8 9 , i t  i s  e xp e c t e d  that 2 4 0 , 0 0 0  u n i ts o f  l ow-c os t  
h o us i ng u n i t s  w i l l  be bu i lt by t h e  pr i va t e  s e c t o r . The 
c o ns t r uc t i o n o f  t he s e  l ow-c o s t  h o u s e s  w i l l  be c o n c e n t r a t e d  
i n  e i gh t  u r ba n  c e n t r e s , name l y, t h e  Federa l Terr i t ory o f  
Kua l a  Lumpu r ,  P e ta l i ng Jaya , K l a ng, I poh, P e na ng, J o h o r  
Ba h r u, S e r e mba n a nd Kua nta n . Th i s  h o us i ng p r o gramme i s  
e x p e c t e d  t o  b e  f i na n c e d  w i t h a f und o f  M $ 2 b i l l i on .  
a n tic i pa t ed that th i s  s pu r t  o f  a c t i v i t i e s  i n  
c o n s t r uc t i o n s e c t o r  w i l l  a c t  a s  a c a t a l yst f o r  
I t  i s  
t h e  
o t h e r  
i ndus t r i e s  r e l a t e d  t o  h o us i ng . T h e  mu lt i p l i e r  e f f e c t s ,  may 
br i ng a bo u t  a two pe r ce nt i nc r e a s e  i n  o u r  e c on o m i c  g r o w t h  
r a te f or t h e  pe r i od . 
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The o f f i c i a l  ma ximum pr i c e  f o r a l ow-c o s t  h o u s i ng 
un i t  i s  M $ 2 5, 0 0 0  ( M i n i s t r y  o f  H ous i ng a nd L oca l 
Gove r nme n t  P ub l i ca t i on, 1 9 8 2 ) . S i n c e  Apr i l  1 9 8 2 ,  bank i ng 
i ns t i tut i on s , i n  c o mp l i a nce w i t h B a n k  Ne g a r a  Ma l ays i a  
( Ce n t r a l  B a n k ) gu i d e l i ne s ,  have b e g u n  t o  p r o vld e 1 0 0  
pe r c e n t  e nd-flna nc i ng f o r e l i g i b l e  l ow - c o s t  h o u s e  buye r s  
a t  a p r e f e r e n t i a l  i n t e r e s t  r a te o f  1 0  pe r ce n t  pe r a nnum 
a nd a r e payme n t  p e r i od of 2 5  ye a r s  ( Min i s t r y  o f  H o u s i ng 
a nd Loca l Gove r nm e n t  P u b l i ca t i o n, 1 9 8 2 ) . I n  o r d e r  t o  be 
e l ig i b l e  f o r the pu r ch a s e  of a p u b l i c  l ow - c o s t  h ou s i ng ,  
t h e  a pp l i ca n t  m u s t  b e  a c i t i ze n  o f  Ma l ays i a  a bo ve 1 8  ye a r s  
o f  a g e , ma r r i ed, d o e s  n o t  own a h o u s e  a nd has a h o u s e h o l d 
i nc ome t h a t  d o e s  n o t  e xc e e d  M $ 7 5 0 . 0 0 pe r m o nt h . Howeve r , 
the r i g i d i ty o f  hav i ng m o n t h l y  r e paym e n t  n o t  e x c e e d i ng 
one-th i r d o f  t h e  a pp l i ca n t ' s  mo n t h ly i nc ome has l e f t many 
p o t e n t i a l  l ow - c o s t  h o u s e  b uye r s  i n  a d i l emma. On the 
bas i s  o f  the a bove c r i t e r i a , a p o t e n t i a l  l ow - c o s t  h o u s e  
buye r  w o u l d  n e e d  a m i n i mum mont h l y  i nc ome o f  M $ 6 8 8 . 5 6 t o  
be e l i g i b l e  f or a l oa n  c o n s i d e r a t i on .  T h e  ca l c u l a t i on i s  
ba s e d  o n  t h e  d i s c o u n t e d  A n n u i ty R e payme n t  F o r mu l a  o f  
Ma l a ya n  Ba n k i ng Be r had g i ve n  a s  be l ow: 
. L . 1 / 1 2  
R = 
w he r e  R = m o n t h ly r epayme n t , 
r = a n nua l i n t e r e s t  r a t e , 
n = pe r i od o f  r e payme n t  ( ye a r s ) ,  
L = a m o u n t  o f  l oa n . 
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P r e s e n t l y ,  t he pe r c e n tage o f  u r ba n  Ma l ays i a n  h o u s e h o l d  
e a r n i ng s  be l ow th i s  l e ve l i s  a ppr o x i ma t e l y  7 0  p e r c e n t  
( Ta b l e  3 ) . 
Ta b l e  3 
U r b a n  I nc ome D i s t r i but i on i n  Ma l a ys i a  (1981 - 1985) 
= = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = == = = = = = = = = = = = =  
I nc ome G r o u p  U r b a n  H o us e h o ld U r b a n  H o u s i ng Needs 
( M $ ) ( %  ) ( un i t s ) 
---------------------------------------------------------
L e s s  t han 2 0 0  1 2 . 0  6 0 , 6 5 6  
2 0 1  - 4 0 0  2 7 . 6  139 , 5 1 0  
4 0 1  - 6 0 0  1 9 . 1  9 6 , 5 4 5  
6 0 1  - 8 0 0  1 1 . 3 5 7 , 1 1 8  
8 0 1 - 1 , 0 0 0  7 . 2  36 , 39 4  
1,0 0 1  - 1 , 5 0 0  1 0 . 1  5 1 , 0 5 2  
1,5 0 1  - 2 , 0 0 0  4 . 9  2 4 , 7 6 8  
2 , 0 01 - 3 , 0 0 0  4 . 1  2 0 , 7 2 4  
3 , 0 0 1  - 4 , 0 0 0  1 . 6  8 , 0 8 7  
Above 4 , 0 0 0  2 . 1  1 0 , 6 1 6  
= = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = == = = = = = = = = = = = = = = = = = = = = =  
S o u r c e : F o u r t h  Ma l ays i a n  P l a n  c i t ed i n  H o u s i ng a nd 
P r o pe r ty N o v / D e c  8 2. 
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The Ma l ays i a n  p o pu l a t i o n i n  u r b a n  c e n t r e s  i s  g r ow i ng 
at an a ve r a ge r a t e  o f  5 p e r c e n t  p e r  a n n u m ,  a nd w i th a 7 t o  
9 pe r ce nt i nc r eas e o f  t h e  s quat t e r  p o pu l a t i on a n n ua l l y 
( S e n ,  1 9 8 2 ) ,  u r ban h o u s i ng p r o b l ems a r e  l i k e l y  t o  be 
agg r a va te d  as u r ban i sat i o n c ont i n ue s . I f  t h e  Na t i ona l 
Low - Co s t  H o u s i ng P r o g r amme i s  t o  be s u c c e s s f u l , i t s 
i n he r e n t wea k ne s s e s , s u c h  a s  the e x c l us i on o f  t h e  7 0  
pe r c e n t  o f  u r ban Ma l a ys i a n  h o u s e h o l d s  f r om own i ng a h ome , 
s ho u l d  be re med i ed . 
I n  v i e w  o f  t h e  G ove r nme n t ' s  l i m i t e d  capa c i ty t o  me e t  
i t s t arg e t s  t o  p r o v i d e  l o w - c o s t  h o u s i ng ,  t h e  pr i va t e  
s e c t o r  i s  c ompe l l ed b y  po l i cy t o  c o n t r i bu t e  a f a i r  s h a r e . 
S i nce t h e  F o u r t h  Ma l ays i a  P l a n ,  pr i va t e  d e ve l opers a r e  
r equ i r ed t o  a l l ocat e 3 0  t o  5 0  pe r c e n t  o f  t h e i r  h o u s i ng 
pr o j e c t s  ( i f d e ve l o pme n t  s i t e  e xc e e d s  2 . 03 h e c t a r e  o r  5 0  
u n i t s o f  t e r r a ce t ype h o u s e s ) f o r l ow - c o s t  h o u s i ng . T o  
e n s u r e  t hat t h e  tar g e t e d  l ow i nc ome g r o u p  w o u l d  be ne f i t ,  
a l l l o w - c o s t  u n i t s are t o  be b o u g h t  ove r by t h e  Gove r nme n t  
t h r o u g h  t h e  Malays i an Bu i l d i ng S oc i e t y Bhd . ( MB S B ) ,  
H o u s i ng a nd Deve l opment Comm i s s i o n ,  S ara wa k ( HDC ) a nd t h e  
H o u s i n g  a nd T o w n  Deve l o pme nt Auth o r i t y ,  S a bah ( HTDA ) . 
The s e  u n i t s  a r e  e i t he r r e nt e d  o u t  t o  t he l ow- i nc ome g r o u p  
o r  s o ld t o  e l i g i b l e  buye r s  who have t h e  means t o  buy 
( M i n i s t r y  o f  H o u s i ng and Local Gove r nme n t  P ub l i cat i on ,  
1 9 8 2 ) .  I n  t h e  Fed e r a l  Te r r i t o r y  o f  K ua l a  Lumpu r , t h e  C i ty 
Hal l  unde r t a k e s  t h e  r e s po ns i b i l i t i e s  o f  i m p l eme n ta t i on ,  
manag e me n t , s a l e s  and t r ans f e r s  o f  pub l i c  s e c t o r  l ow - c o s t  
